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KEY ECONOMIC INDICATIONS 


December 1974. 


Values in million US $ Percent change 


(o/same cumul 
ITEM AND DATE OF MOST RECENT DATA SHOWN 1973 1974 portion of 1973) 


GDP at current prices 20,028 20,982 
GDP at constant (1970) prices 16,605 17,398 
Per Capita GDP, current prices (dollar) 5.050 5,263 
Investments as percent of current GDP S105 1. 30.6 
Investments in machinery and equipment 1,674 NA 
Investments in plants and buildings 2,972 NA 
Notes in circulation (10/74) 1,734 1,837 
Bank credit outstanding (10/74) 7,125 7,812 
Net Gold and Foreign Exchange Reserves (10/741,870 2,184 
Current Account Bal. of Payment - 365 -1,073 
Production:, major Agr. Fish,Mfg. items 
Milk, 1000's of liters (9/74) 1,668 1,276 
Fish, 1000's of metric tons (9/74) 2,708 2,030 
Wood Pulp, 1000's of metric tons (9/74) 1,994 1,525 
Paper and Board, 1000's of metric tons 
(9/74) 1,390 1,005 
Ferroalloys, 1000's of metric tons (9/74) 720 642 
Crude Steel, 1000's of metric tons (9/74) 963 683 
Aluminum, 1000's of metric tons (9/74) 620 488 
Electric power production, mill.kKwhr.(9/74)72,745 54,947 
Housing Units Started (10/74) 40,900 34,600 
Passenger Cars Registered (11/74) 91,000 85,100 
Hourly wage male industrial workers 
(dollars) (6/74) 3.38 3.91 
Indices: Consumer price (1968-100) 140 160 
Wholesale Price (1961-100)(11/74) 148 185 
Industrial Production (1970-100) (10/74) i Ta Ts ag 
Foreign Trade: 
Total Exports, Exl. ships, FOB (11/74) 3,984 4,764 
Exports to U.S. (11/74) 263 291 
Total Imports, Excl.ships, CIF (11/74) 5,476 6,928 
Imports from U.S. (11/74) 403 613 
Imports from other main sources (excl.ships) 
Sweden (11/74) 980 Peary 
West Germany (11/74) 804 1,018 
United Kingdom (4/74) 642 776 
Ship Exports (11/74) 941 998 
Ship Imports (11/74) 1.070 780 
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Source: Central Bureau of Statistics 
Par value US $ 1.00 = NKr. 5.50 (median rate) 





Main Imports from U.S. January - November 1974 


Millions of dollars 


Machinery 156. 
Transport Equipment 144, 
Chemical Compounds (mainly Alumina) 24, 
Oilseeds (mainly soybeans ) 74. 
Coal, Fuel Oils, and lubricants 26. 
Grains 535. 
Fruit and Vegetables 17 
Scientific and Technical Instruments its 
Tobacco, raw 8. 
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Main Exports to the U.S. January - November 1974 


Millions 


Nickel 

Frozen Fish Fillets 
Canned Fish 
Aluminum 

Furs (mainly mink) 
Ferroalloys 
Machinery 
Fertilizers 
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Source: Central Bureau of Statistics 


Par value US $ 1.00 = NKr. 5.50 (median rate) 





SUMMARY 


Norway's economic boom, supported by the North Sea oil 
activity, continued through 1974, and there are no definite 
Signs of an early general slowdown in the economy. Industry's 
capital spending plans are rising, and the backlog of orders 
is satisfactory in most industries. A prolongation of the 
current international recession is likely to reduce foreign 
demand for some of Norway's major export products, but capital 
spending and a sharp upturn in consumer spending are officiaaly 
projected to result in a rising rate of increase in Norway's 
gross domestic product in 1975. In view of record foreign ex- 
change reserves and the possibilities of discounting future 
North Sea petroleum earnings, balance of payments deficits 
pose no serious problem. Inflationary pressures are still 
very much at work in the economy but, compared with price 
developments among its major trading partners, Norway's com- 
petitive position improved during 1974. Prospects for 1975 
are, however, less favorable. Commodity imports rose by more 
than one-third in value in 1974. The outlook for 1975 is un- 
certain except for consumer goods, imports of which are likely 
to increase as a result of substantially higher after-tax 
personal income. Imports from the U.S. rose by more than two- 
thirds in 1974, almost double the rate of increase of Nor- 
wegian imports from all countries. The offshore petroleum 
industry, including drilling rig contruction, continues as an 
attractive market for U.S. products. 
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CURRENT SITUATION AND ECONOMIC TRENDS 


Boom Conditions, but Problems are Lurking in the Wings. 

In contrast to most other Western nations, Norway enjoyed boom 
conditions throughout 1974, and so-far there are no definite signs 

of an early general slowdown in the economy. The Norwegian business 
cycle traditionally lags behind international business cycles, but in 
the current situation North Sea petroleum activity, including a wide 
range of auxiliary services (construction of drilling rigs, production 
platforms, etc.), is giving an extra fillip to the economy. Judging 
by recent investment statistics, business confidence remained high 
through 1974 even in industries not directly related to the oil sector. 
Investment in manufacturing industries in 1974 was up 59% over 1973, 
and the value of capital spending planned for 1975 is 19% higher than 
1974 investment. 


The official economic forecast for 1975 appears rather optimistic in 
view of the current international recession although setbacks are 
foreseen for some export industries, The rate of growth of the gross 
domestic product (GDP), which was 3.4% in 1973, is expected to climb 
to 4.2% in 1974 with a further projected rise to 6.2% in 1975. Unem- 
ployment is at an all-time low for the season and is nearly offset by 
registered vacancies. With wages and prices climbing at unprecedented 


rates, holding inflation at bay is the government's main economic 
problem. The year-to-year rise in consumer prices of 11.3% as of 
December 15 was lower than the OECD average, but the expected con- 
tinuing high rate of economic activity and sharply increasing labor 
costs point toward growing price pressures in 1975. 


Norway has experienced no economic setback worth mentioning in more 
than a decade. It remains to be seen, however, whether the externally- 
oriented Norwegian economy (about 45% of the GDP is traded abroad) can 
continue in full gear for more than a limited period of time in the 
face of the economic slowdown in most of its trading partners. A large 
majority of Norway's principal export products (e.g., ferroalloys, 

iron and steel, aluminum, pulp and paper) are inherently sensitive 

to changes in international business cycles, and are almost certain to 
be affected by an international recession of any significant duration. 


Signs indicating a changing domestic economic climate are already emer- 
ging, and foreign demand for several export products is tapering off. 
Lumber exports are reported to have come to a virtual standstill, and 
export markets for particleboard are very weak because of sharp re- 
ductions in building activity in Denmark and the United Kingdom. Re- 
duced overseas demand for major fish products, including frozen fillets, 
klippfish and canned fish, has resulted in inventory build-ups threaten- 
ing 1975 fish production. Other major export products facing market- 
ing problem abroad are aluminum, synthetic fibers, and pulp and paper. 
The near-future prospects for Norwegian shipping also appear discour- 
aging. The weak tanker market has so far resulted in the laying up of 
only 3-4% of the 13 million gross registered ton tanker fleet, but 

idle tanker tonnage is likely to increase sharply if the market does 





not pick up, not the least because of new deliveries. 


Developments in the Oslo stock market, particularly during the 
second half of 1974, bear further evidence of investors' sharply 
falling expectations. Compared with the end of 1973, the aggre- 
gate value of equity in domestic companies had fallen by $1.3 
billion, or 41.4% at the end of 1974. 


Reduced foreign demand for Norway's products will not, however, 
necessarily result in a significant contraction of the whole 
economy. Third quarter data showed a healthy increase in orders 
in all industries, except the transport industry. Unmanagable 
balance of payments problems are moreover unlikely. Foreign ex- 
change reserves stood at a record $2.2 billion at the end of 1974, 
and 1975 is likely to bring sizable income from expanded Ekofisk 
oil production and exports. 


Moderate production Growth in Manufacturing Industries 


The uptrend in the growth curve for production in the manufacturing 
industries, which started in the second half of 1973, continued into 
the first months of 1974. The production index for January - May 
1974 was 5.4% higher on the average than during the corresponding 
period of 1973. Since June 1974 the curve has flattened out some- 
what,and production in the manufacturing industries rose only 2.2% 
during the third quarter. The capital goods industry replaced the 
export industry as the most dynamic group in the second half of 
1973, and since then domestic investment has provided the strongest 
growth impulse. Compared with the first three-quarters of 1973, 
the output of the machinery, electrotechnical, and transport 
equipment industries, where output is mainly for investment pur- 
poses, rose by 10%, 10% and 6% respectively in January -September 
1974. The consumer goods industries, however, especially those 
exposed to foreign competition, continued to show a weak perfor- 
mance. For example, production cutbacks were recorded for the 
food, textile, shoe, and ready made clothing industries during 

the first three quarters of 1974. 


Consumer Demand Sluggish, but likely to Pick up Shortly 


After several years of stagnation the government expects the 

average worker's real income to rise 4% in 1975 as a result 

of the 1974 wage settlements and the government's associated 
economic measures (tax relief and food subsidies). This increase 

in real take-home pay does not so far appear to have been trans- 
lated into comparable rises in consumer expenditures or in higher 
savings. Consumer demand, as measured by the retail trade index, 
rose 9.0% during the first ten months of 1974 which exactly matched 
the recorded rise in the consumer price index for that period and, 
consequently, indicated no increase in real consumer spending be- 
tween January and October 1974. Banks report a decrease rather than 
an increase in the rate of personal savings during 1974. The dis- 
crepancy between the rise in income and its use is possibly explained 





by the fact that the retail trade index does not cover the full 
range of consumer purchases. Services - the cost of which have 
increased sharply because of wage increases - are not included in 
the retail trade index. According to a recent government pro- 
jection, private consumption will grow 5.7% in real terms in 1975 
compared with an estimated growth of 4.2% in 1974. 


Price Inflation on Uptrend 


The rate of inflation reached a new high in 1974, with the consumer 
price index (CPI) recording a rise of 11.3% on a year-to-year basis 
by December 15.. As in 1973, the international transmission of in- 
flation was strongly felt, and about two-thirds of the CPI increase 
was directly attributable to rising import prices. Nevertheless, 
Norway's inflation rate has remained significantly below the OECD 
average, at least until recently. This relatively favorable develop- 
ment appears to be the result mainly of government policy measures: 
(A) the 5% revaluation of the Norwegian krone in November 1973, (B) 
the use of tax relief to reduce wage demands and (C) the use of 
selected subsidies to keep down prices on important food products. 
The use of subsidies, including income maintenance transfers to the 
agricultural sector, is officially estimated to have dampened the 
rise in the CPI by as much as 4 index points (about 2.5%). A further 


significant reason for this performance is Norway's relativelv low 
dependence on petroleum products. More than 50% of Norway's 


energy demand is met by hydroelectric power, the prices for which 
are set by the government. 


Price prospects for 1975 are less favorable. The CPI rate of in- 
crease accelerated during the last months of 1974, and contractual 
wage increases as well as wage drift are likely to exert strong 
upward pressures on prices in the coming months. The government 
projects a CPI rise of 11% in 1975. 


Investment Plans Indicate Continued Business Confidence 


Central Bureau of Statistics quarterly investment statistics - 
which are prepared on the basis of questionnaires filled in by 
2,400 domestic companies - show that completed and estimated 

1974 investments in manufacturing, electric power production, 

and mining, including oil production, exceeded 1973 levels by 63% 
(manufacturing alone was up 59%). 1974 was a peak year for North 
Sea petroleum investments (Ekofisk and Frigg) with $811 million, 

or more than all investments in manufacturing. A survey of capital 
spending plans for 1975 taken in the fourth quarter of 1974 indi- 
cated that companies planned to increase their 1975 spending 6.9%. 
This is 19% higher than a similar survey undertaken during the third 
quarter of 1974,apparently indicating a growing degree of business 
confidence. 





As measures of general business confidence, overall investment 

plans should, however, be used with caution. The planned in- 
crease in capital spending in 1975 is accounted for by a few 
industry groups only (chemical raw materials, non-ferrous metals, 
pulp and paper, and hydroelectric power) while all other industry 
groups plan unchanged or reduced investments. Within the expanding 
industries the bulk of planned 1975 investments is represented by 
projects already underway and of such nature as to warrant com- 
pletion according to plans. Two projects loom large in this respect: 
the Mongstad oil refinery and the Rafsnes petrochemical complex. 


The latest investment survey was made prior to announcement by the 
government of its intention to freeze 15% of the 1974 profits of 
companies with earnings exceeding $ 200,000. This proposal was 
intended to cool investment, but was recently withdrawn as un- 
necessary in view of the down-turn in Norway's’ principal markets. 
The next survey of investment intentions is also expected to re- 
flect the worsening economic situation abroad. 


Credit Squeeze Imposed to Contain Inflationary Pressures 


The Norwegian money market has been extremely tight in recent 
months. Boom conditions, inflation, and efforts by the authori- 
ties to limit the growth in lending have pushed demand for loan 
capital to all-time highs. Credit restrictions have been parti- 
cularly stringent for commercial and savings banks where new loans 
have been slowed to a trickle. These credit restrictions are 
applied as follows. A lending target for the total credit system 
is established each year by the Ministry of Finance. When bank 
lending exceeds the specified target, tighter restrictions are put 
into effect by employing the instruments available in the Monetary 
and Credit Act. The most important of these is the authority to 
insist that banks keep a specific reserve of primary liquid assets 
consisting of deposits in the Bank of Norway or in Treasury bills. 
In addition, supplementary reserve requirements which are put into 
effect in special situations stipulate that when a bank's lending 
exceeds certain limits, a stipulated percentage of the increase 
must be deposited in the Bank of Norway. 


In order to curb the sharp growth in private bank lending last fall, 
the Ministry of Finance decided to implement the supplementary re- 
serve requirement. It was prescribed that loans from each bank 
might rise 3% in the period July 31 to December 31. If a bank's 
loans exceeded this limit, half of the increase had to be deposited 
in a non-interest-bearing account in the Bank of Norway, a directive 
so expensive for the banks as to severely limit new loan commitments. 





The increase in loans (the lending target for commercial banks 

for 1974 was sucessively raised from an initial level of $ 382 
million to $ 509 million) created considerable liquidity problems 
for the banks, problems that were accentuated by the fact that de- 
posits fell short of expectations. The banks had therefore to use 
the Bank of Norway's borrowing facilities for liquidity loans. Pro- 
gressively rising interest rates are charged on such loans, and the 
highest rate is more than double the official discount rate of 5.5%. 


The relatively tight monetary and credit policies pursued by Nor- 
wegian governments for many years have - in controlling total de- 
mand - probably played a significant role in keeping inflation at 
bay. There is no indication of any material changes in the policy 
instruments to be used in 1975, although the government proposes 
to seek new legislation to tighten and broaden existing controls 
which it considers were not effective enough in 1974. 


Foreign Trade at Record Levels in 1974 


High and rising economic activity, low inventories of imported 
goods, and anticipated price increases in foreign markets swelled 
imports of commodities (ships and North Sea oil activities excluded) 
by 37.5% to a record $7.9 billion in 1974. A breakdown of imports 
into usage categories shows that imports for investment purposes 
and for "input" goods (raw materials and semi-finished products, 
etc.) increased by 39% and 58%, respectively, in the first three 
quarters of 1974. For consumer goods the rise was only 18% during 
the same period, reflecting sluggish consumer demand throughout the 
year. The import value of petroleum products and other fuels in- 
creased 125% in January - September 1974. For the first three 
quarters price rises accounted for two-thirds of the increases in 
value of total imports. Commodity exports rose 28% to$5.2 billion 
in 1974, almost exclusively as a result of higher prices. Very 
strong value increases were recorded for paper and pulp, chemicals, 
and petroleum and petroleum products. 


A preliminary tabulation of the balance of payments on current 
account shows a deficit of about $1.1 billion for 1974. Although 
nearly trebling the 1973 deficit, the 1974 results were about 

$ 200 million below the government's forecast for the year. For 


1975 the government projects a $ 1.3 billion deficit on current 
account. 


Norway's import requirements for 1975 are difficult to evaluate. 

The expected continuation of high domestic activity points toward 
continued strong import demand, but shifts in the pattern appear 
likely. Falling demand for some of Norway's export products, 
aluminum, some ferroalloys, and nickel, for example, would fairly 

soon result in reduced imports of raw materials used by these in- 
dustries. Demand for consumer goods is, on the other hand, expected 
to increase sharply in 1975 as a result of higher real income. 





IMPLICATIONS FOR THE UNITED STATES 


1974 - A Record Year 


Norwegian imports from the United States reached a record level of 
$ 620 million in 1974 representing a 69% increase over the 1973 
level - almost double the rate of increase of Norwegian imports 
from all countries. The U.S. is firmly entrenched as the number 
four supplier country to Norway with an import market share of 8%. 
Our performance in comparison with Norway's other leading trading 
partners is summarized in the following tabulation: 


COUNTRY 1973 1974 


US$ mil. Market share US$ mil. Market share Increase 


Sweden 1048.3 17 «zt 1465. 19% 40% 
W.Germany 856.6 13.9% 1089. 14.1% 28% 
UK 632.4 10.4% 777. 10% 23% 
US 376.6 6.0% 620. 8% 69% 
Denmark 383.6 6.3% 428, 5.6% 12% 


Close to 50% ($300.5 million) of U.S. exports to Norway was represented 
by machinery and transport equipment. Other leading categories were 
raw materials , foodstuffs, manufactures of metal, and chemicals. 
Somewhat more specifically, the subcategories shown in the following 
tabulation are of interest: 


PRODUCT CATEGORY US$ mil. % of total imports % increase % of market 
over 1973_ 


Transportation 
equipt.(excl. ships)136. 142% 


Non-electric machy. 113. 48% 
Oilseeds (soybeans) 71. 9% 
Electric machy. 42. 19% 
Grains 33. -- 


Chemical raw 
materials (alumina) 24. 85% 


Petroleum & products 19. 3% 53% 


Scientific & technical 
instruments etc. 78 3% 19% 


In the category of transportation equipment, virtually one-half 
the $136.5 million figure was represented by oil drilling rigs, 
dicating that Norway's offshore oil industry is becoming one of 





the country's most important customers for U.S. products. Even 
if there is some cutback in the level of offshore activity, 
Norway should remain a prime market for US suppliers of oilfield 
equipment for some time to come. 


Norway is a potential customer in the "arms deal of the century"- 
the purchase of a new generation of fighter aircraft to replace 
the F-104. Co-production will be a part of any purchase agreement 
concluded by the member countries of the European consortium 
(Norway, Denmark, Belgium and the Netherlands). Norwegian parti- 
cipation in co-production would probably be focussed on avionics, 
and this would represent a tremendous stimulus to the country's 
electronics industry, with resulting sales opportunities for com- 
ponents and advanced production and test equipment. 


Two American firms have been selected as process licensors for the 
incipient basic petrochemicals industry (polypropylene and low 
density polyethylene.Selection of a high density polyethylene 
process has not yet been made). This will mean not only license 
fees for the U.S. companies directly involved, but also should 
result in equipment sourcing in the U.S. on a significant scale. 


The early years of the Norwegian oil boom saw the formation of a 
number of Norwegian oil exploration companies, all anxious to get 
"a piece of the action" in the Norwegian sector of the North Sea. 
The government, however, has adopted a policy of stringently limit- 
ing private Norwegian activities on the shelf. As a consequence, 
these companies have turned their sights abroad, including the 
United States. Four Norwegian companies are now (or shortly will 
be) engaged in exploration activities on the U.S. mainland and on 
the U.S. continental shelf in the Gulf of Mexico, resulting in a 
new and rather unexpected flow of international investment. In 
addition, the idea of investing in American manufacturing operations 
is slowly taking hold among Norwegian industries, both small and 
large. Although no significant results are expected immediately, 
the next few years should see an expansion of Norwegian industry 
into the U.S. market. 


A rise in personal disposable income in real terms should result 

in increased demand for consumer goods and new opportunities for 
American exporters. However, a small, dispersed population, geo- 
graphic barriers to efficient distribution and differences in taste 
present barriers that must be overcome by U.S. firms interested in 
penetrating this market. 











